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Abstract:ȱ




significantȱ andȱ positiveȱ inȱ mostȱ specificationsȱ forȱ bothȱ datasets.ȱ Theȱ marginalȱ propensityȱ toȱ consumeȱ
(MPC)ȱ outȱ ofȱfinancialȱ wealthȱ isȱ roughlyȱ inȱ lineȱ withȱ theȱ literature,ȱ withȱ 2.4ȱ toȱ 3.6ȱcentsȱ perȱ euroȱ ofȱ
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NonȬtechnicalȱsummaryȱ






onȱ consumption,ȱ partlyȱ alsoȱ distinguishingȱ betweenȱ financialȱ andȱ housingȱ wealth,ȱ asȱ anȱ
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1. Introductionȱ
Houseȱ pricesȱ inȱ theȱ euroȱ areaȱ haveȱ risenȱ byȱ aboutȱ 50%ȱ betweenȱ 2000ȱ andȱ 2007.ȱ However,ȱ
annualȱgrowthȱratesȱofȱhouseȱpricesȱhaveȱdeclinedȱfromȱaroundȱ8%ȱinȱ2005ȱtoȱaroundȱ4%ȱinȱ












































































































toȱ 1999.ȱ Theȱ lackȱ ofȱ studiesȱ focussingȱ onȱ theȱ euroȱ areaȱ probablyȱ reflectsȱ theȱ difficultȱ dataȱ
situation.ȱTheȱapproachȱinȱourȱpaperȱdiffersȱfromȱhisȱmethod,ȱasȱweȱuseȱtwoȱmacroȬdatasetsȱforȱ














































andȱ ofȱ financialȱ andȱ nonȬfinancialȱ wealthȱ onȱ privateȱ consumption,ȱ controllingȱ alsoȱ forȱ theȱ
impactȱofȱincome,ȱinterestȱratesȱandȱunemployment.ȱHeȱfindsȱthatȱchangesȱinȱstockȱpricesȱareȱ
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Theȱ otherȱ strandȱ ofȱ theȱ literatureȱ looksȱ intoȱ housingȱ wealthȱ effectsȱ onȱ consumptionȱ forȱ
countriesȱ forȱ whichȱ microȬdataȱ areȱ available.ȱ Theseȱ surveyȱ dataȱ canȱ giveȱ moreȱ detailedȱ
informationȱ onȱ howȱ housingȱ wealthȱ isȱ transmittedȱ toȱ consumption,ȱ asȱ theyȱ oftenȱ includeȱ
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(1993)ȱfindȱaȱsignificantȱandȱrelativelyȱlargeȱhousingȱwealthȱeffect.ȱBosticȱetȱal.ȱ(2007)ȱalsoȱfindsȱ




wealth,ȱ whileȱ heȱ findsȱ aȱ significantȱ andȱ positiveȱ effectȱ ofȱ housingȱ wealthȱ forȱ youngerȱ
householdsȱ only.ȱ Heȱ explainsȱ thisȱ withȱ theȱ factȱ thatȱ housingȱ wealthȱ canȱ beȱ consideredȱ asȱ
precautionaryȱsavingsȱforȱunexpectedȱeventsȱwhichȱisȱlessȱsoȱforȱelderȱhouseholds.ȱItȱshouldȱbeȱ





















theyȱ doȱ notȱ subtractȱ mortgageȱ debtȱ fromȱ theirȱ housingȱ wealthȱ variable.ȱ Accordingȱ toȱ theirȱ
estimations,ȱconsumptionȱchangesȱbyȱ0.10Ȭ0.13%ȱfollowingȱaȱ1%ȱchangeȱinȱhousingȱwealth.ȱ11
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and/orȱ dwellingȱ changes.ȱ Theseȱ dataȱ wereȱ convertedȱ toȱ anȱ indexȱ andȱ multipliedȱ withȱ
residentialȱpropertyȱpricesȱinȱorderȱtoȱobtainȱnominalȱhousingȱwealth.ȱAppendixȱ1ȱprovidesȱ
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   ȱ (6.)ȱ
Finally,ȱweȱalsoȱwantȱtoȱseeȱwhetherȱtheȱhousingȱwealthȱeffectsȱworkȱmainlyȱthroughȱitsȱrealȱorȱ
































































Augmented Dickey-Fuller test  Phillips-Perron test 









C/Y 2.65 0.998 -10.14 0.000 2.83 0.999 -10.16 0.000
(W
T-D
T)/Y 3.96 1.000 -5.45 0.000 2.54 1.000 -5.69 0.000
(W
F-D
F)/Y 1.38 0.958 -5.18 0.000 -1.22 0.663 -3.59 0.008
(W
H-D
H)/Y 1.55 0.970 -1.54 0.116 2.11 1.000 -5.08 0.000
(W
H,R- D
H )/Y -2.58 0.100 -7.05 0.000 -0.13 0.637 -6.96 0.000
Note:ȱPȬvaluesȱareȱboldȱwhenȱtheȱtestȱindicatesȱnonȬstationarity.ȱ
NextȱweȱperformedȱtheȱJohansenȱcointegrationȱtest.ȱFollowingȱEndersȱ(2004)ȱweȱuseȱtheȱlagȱ





andȱ notȱ accordingȱ toȱ theȱ maximumȱ eigenvalueȱ testȱ forȱ theȱ specificationȱ withȱ realȱ housingȱ
wealthȱȬȱseeȱAppendixȱ2).ȱTableȱ2ȱshowsȱtheȱresultsȱforȱtheȱlongȬtermȱrelationship.ȱ
LudwigȱandȱSløkȱ(2002)ȱargueȱthatȱtheȱwealthȱvariableȱcouldȱalsoȱhaveȱaȱleadingȱindicatorȱroleȱ











housingȱ wealthȱ variablesȱ areȱ alsoȱ significantlyȱ differentȱ fromȱ zeroȱ andȱ suggestȱ aȱ marginalȱ






Tableȱ2L o n g Ȭtermȱresultsȱ
Equ. (5.) Equ. (6.) Equ. (7.)
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(0.00004)




























0.953 ** 0.939 ** 0.710 **
Constant
(0.010) (0.010) (0.076)
R-squared 0.88 0.91 0.86
Adjusted R-squared 0.88 0.91 0.86
Note:ȱ**ȱdenotesȱsignificanceȱatȱ5%,ȱ*ȱȱatȱ10%.ȱȱ















Total wealth - equ. 5
Financial wealth - equ. 6 Nominal housing wealth - equ. 6































































Finally,ȱ givenȱ theȱ strongȱ increaseȱ inȱ houseȱ pricesȱ atȱ theȱ endȱ ofȱ theȱ sample,ȱ weȱ haveȱ alsoȱ
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Chartȱ4 RecursiveȱlongȬtermȱcoefficientsȱ
Total wealth - equation 5
Financial wealth - equation 6 Nominal housing wealth - equation 6













































































































































































































































































































theȱ impactȱ ofȱ financialȱ wealthȱ onȱ consumption,ȱ unlessȱ itsȱ mainȱ effectsȱ occurredȱ onlyȱ veryȱ
recently.ȱInȱaddition,ȱtheȱconstantȱtermȱwhichȱreflectsȱtheȱimpactȱofȱincomeȱonȱconsumptionȱ
(seeȱ equationȱ (4.))ȱ didȱ notȱ showȱ anyȱ instabilityȱ whenȱ computedȱ recursively,ȱ whileȱ reformsȱ
couldȱhaveȱloweredȱitsȱimpact.ȱȱ






andȱ Kohlerȱ (2007)ȱ alsoȱ arguedȱ inȱ favourȱ ofȱ aȱ panelȱ approachȱ asȱ thereȱ mayȱ beȱ tooȱ strongȱ




seriesȱ resultsȱ above,ȱ weȱ haveȱ notȱ doneȱ anyȱ stationarityȱ tests.ȱ Weȱ haveȱ transformedȱ theȱ
equationsȱintoȱfirstȱdifferencesȱasȱtheȱlevelȱequationȱyieldedȱrelativelyȱunstableȱresults.ȱGrangerȱ











Working Paper Series No 1057
May 2009
Tableȱ3 Panelȱestimationȱresultsȱ
Equation (5.)  Equation (6.)  Equation (7.) 









F)/Yit 0.011 ** 0.008 ** 0.006 ** 0.007 **
(2.09) (2.52) (2.77) (3.65)
(Wit
H-Dit





H)/Yit-1 0.025 ** 0.025 **
(6.49) (11.55)
c -0.0004 -0.001 -0.001 ** -0.001 * 0.002 ** 0.002 **
(-0.85) (0.0022) (-2.11) (-1.78) (3.71) (3.64)
RSQ 0.15 -0.06 0.21 0.22 0.46 0.48









MPCȱ outȱ ofȱ financialȱ wealthȱ isȱ betweenȱ 0.6ȱandȱ 0.7ȱ centȱ perȱ euro,ȱ whichȱ isȱ stillȱ somewhatȱ
smallerȱthanȱinȱtheȱtimeȱseriesȱestimationsȱabove.ȱHowever,ȱtheȱresultsȱforȱrealȱhousingȱwealthȱ































































surveysȱ whichȱ areȱ notȱ yetȱ availableȱ forȱ allȱ euroȱ areaȱ countries.ȱ Therefore,ȱ aȱ numberȱ ofȱ
mechanismsȱcouldȱnotȱbeȱanalysed,ȱsuchȱasȱtheȱimpactȱofȱhighȱversusȱlowȱincomeȱhouseholds,ȱ
differentȱ behaviourȱ ofȱ youngȱ versusȱ elderȱ households,ȱ inheritanceȱ versusȱ purchaseȱ ofȱ
residentialȱ propertyȱ andȱ theȱ like.ȱ Aȱ numberȱ ofȱ interestingȱ studiesȱ onȱ individualȱ countries,ȱ
thoughȱonlyȱaȱfewȱonȱeuroȱareaȱcountries,ȱhaveȱanalysedȱsuchȱeffectsȱandȱfutureȱresearchȱcould,ȱ
ifȱ suchȱ dataȱ becomeȱ availableȱ atȱ theȱ euroȱ areaȱ level,ȱ shedȱ furtherȱ lightȱ onȱ theȱ mechanismsȱ
underlyingȱtheȱfindingsȱofȱthisȱpaper.ȱ25
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forȱ Finland,ȱ France,ȱ Italy,ȱ theȱ Netherlandsȱ andȱ Spain;ȱ inȱ 1988Q1ȱ forȱ Austria;ȱ inȱ 1991Q1ȱ forȱ
Germany;ȱinȱ1995Q1ȱforȱBelgiumȱandȱLuxemburgȱandȱareȱnotȱavailableȱforȱIrelandȱandȱGreece.ȱ28
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wasȱ takenȱ fromȱ theȱ Surveyȱ ofȱ Italianȱ Householdsȱ andȱ Wealth,ȱ Bancaȱ dȇItalia,ȱ 2002ȱ inȱ theȱ





































D W D W     (lags 1 to 6) 
Eigenvalue Statistic Critical value Probability
Unrestricted Cointegration Rank Test (Trace)
No CE  0.1453 21.0989 20.2618 0.0383
At most 1 CE  0.0566 5.7147 9.1645 0.2140
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
No CE  0.1453 15.3842 15.8921 0.0599



















D W   (lags 1 to 6)
s Eigenvalue Statistic Critical value Probability
Unrestricted Cointegration Rank Test (Trace)
No CE  0.1858 34.7552 35.1928 0.0557
At most 1 CE  0.0898 14.6160 20.2618 0.2492
At most 2 CE's 0.0535 5.3914 9.1645 0.2432
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
No CE  0.1858 20.1392 22.2996 0.0974
At most 1 CE  0.0898 9.2247 15.8921 0.4101





















 (lags 1 to 5)
Eigenvalue Statistic Critical value Probability
Unrestricted Cointegration Rank Test (Trace)
No CE  0.1633 35.2813 35.1928 0.0489
At most 1 CE  0.1130 18.3400 20.2618 0.0900
At most 2 CE's 0.0705 6.9483 9.1645 0.1292
Unrestricted Cointegration Rank Test (Maximum Eigenvalue)
No CE  0.1633 16.9413 22.2996 0.2365
At most 1 CE  0.1130 11.3917 15.8921 0.2241
At most 2 CE's 0.0705 6.9483 9.1645 0.1292
ȱ31
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Null-hypothesis F-Stat. Prob. nobs
RELNNTW does not Granger cause RELPCN 0.929 0.398 103
RELPCN does not Granger cause RELNNTW 5.272 0.007 103
RELNNFW does not Granger cause RELPCN 0.672 0.513 103
RELPCN does not Granger cause RELNNFW 9.128 0.000 103
RELNNHW does not Granger cause RELPCN 1.785 0.155 102
RELPCN does not Granger cause RELNNHW 12.077 0.000 102
RELNRHW does not Granger cause RELPCN 0.125 0.724 100
RELPCN does not Granger cause RELNRHW 12.003 0.001 100
RELNNHW does not Granger cause RELNNFW 16.273 0.000 100
RELNNFW does not Granger cause RELNNHW 1.440 0.218 100
RELNRHW does not Granger cause RELNNFW 20.697 0.000 98
RELNNFW does not Granger cause RELNRHW 3.919 0.011 98
ȱ
Theȱtestsȱforȱtheȱpanelȱdataȱusingȱ4ȱlagsȱshowȱaȱsomewhatȱdifferentȱpicture,ȱprobablyȱdueȱtoȱtheȱ




Null-hypothesis F-Stat. Prob. nobs
DRELNNTW does not Granger cause DRELPCN 1.820 0.125 254
DRELPCN does not Granger cause DRELNNTW 5.690 0.000 246
DRELNNFW does not Granger cause DRELPCN 1.870 0.115 304
DRELPCN does not Granger cause DRELNNFW 16.280 0.000 304
DRELNNHW does not Granger cause DRELPCN 1.670 0.158 236
DRELPCN does not Granger cause DRELNNHW 11.330 0.000 228
DRELNRHW does not Granger cause DRELPCN 1.700 0.150 236
DRELPCN does not Granger cause DRELNRHW 1.910 0.109 228
DRELNNHW does not Granger cause DRELNNFW 14.740 0.000 236
DRELNNFW does not Granger cause DRELNNHW 3.840 0.005 228
DRELNRHW does not Granger cause DRELNNFW 19.580 0.000 236
DRELNNFW does not Granger cause DRELNRHW 0.890 0.473 228
ȱ32
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